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Summary:

Deutsche Lufthansa AG

Credit Rating:  BBB-/Negative/A-3

Rationale

The ratings on Germany-based aviation group Deutsche Lufthansa AG are supported by, in Standard & Poor's
Ratings Services' opinion, its strong market positions, good exposure to high-yield premium traffic, the diversity in
its operations, and its healthy balance-sheet structure. We consider that these strengths are partly offset by the
high-risk, cyclical airline industry; the adverse effects of the current weak economic environment on corporate and

consumer demand; and volatile fuel costs.

Key business and profitability developments

The global economic crisis in 2009 resulted in a reduction in both passenger and cargo demand and a fall in average
yields as passengers migrated to cheaper ticket classes, price competition increased, and fuel surcharges were
lowered. As a result of these very weak industry conditions, Lufthansa reported total revenues for full-year 2009 of
€22.3 billion, down 10.3% on 2008.

On a like-for-like basis, excluding the impact of acquisitions during the year (which notably included British
Midland Ltd. group [BMI] with effect from July 2009 and Austrian Airlines AG group [Austrian] with effect from
September 2009), total revenues would have been 15% lower than the prior year's. During a period when many
airlines were reporting substantial operating losses, Lufthansa reported a positive operating result (excluding
nonrecurring factors) for 2009 of €130 million with some year-on-year cost benefits from lower fuel prices.
Although this was substantially less than the €1.3 billion reported for 2008, it remains in line with our expectations

for the ratings.

For the seasonally weak first quarter of 2010, Lufthansa reported an upward trend in demand, particularly for its
cargo operations, which, combined with additional revenues from the BMI and Austrian acquisitions, resulted in
revenue growth of 14.8% to €5.8 billion. However, average yields remained weak, notably in the passenger airline
group, as passengers continued to prefer lower booking classes, and higher demand was offset by the re-introduction

of capacity to the market.

Lufthansa's costs also increased as a result of the consolidation of the currently loss-making acquisitions and from
higher fuel costs, which were compounded by a weaker euro. Lufthansa was also adversely affected in the first
quarter of 2010 by disruption from unusually severe winter weather and industrial action, and reported a negative
operating result of €330 million, compared with the €44 million loss for first-quarter 2009.

However, underlying industry conditions now appear to be improving, and, notwithstanding the further disruption
in April from the Eyjafjallajokull volcano, Lufthansa remains optimistic that it will achieve a positive operating
result, higher than that for 2009, for full-year 2010, helped by cost savings from its Climb 2011 cost-savings

program.
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Summary: Deutsche Lufthansa AG

Key cash flow and capital-structure developments

Notwithstanding the higher operating losses in first-quarter 2010, cash flow from operating activities for the rolling
12 months to March 31, 2010, remained positive at €1.85 billion, and only 7% lower than the €1.99 billion
generated for 2009. Credit ratios for the rolling 12 months to March 31, 2010, generally declined in comparison
with the same period a year earlier, and were also slightly weaker than for 2009. However, they remain broadly in
line with levels we consider to be commensurate with our current ratings (as reflected by the ratio of funds from
operations [FFO] to adjusted debt of 23.1%). We currently consider a ratio of FFO to adjusted debt of 25% to be
commensurate with a 'BBB-' rating for Lufthansa.

Short-term credit factors

The short-term rating is 'A-3', which reflects our view of Lufthansa's liquidity, which we classify as adequate. On
March 31, 2010, Lufthansa reported cash, cash equivalents, and short-term securities totaling €4.4 billion. We
understand from the company that, at the same time, €228 million of longer-term investment securities, classified in
the balance sheet as noncurrent, are liquid and available at short notice if necessary, and that it also had €1.7 billion
of unused committed 364-day credit lines. We anticipate that free operating cash flow for 2010, after about €2.1
billion of capital expenditures but before any payments to the Lufthansa Pension Trust, will be marginally positive.

In the context of this liquidity, debt maturities for the next 12 months, totaling about €685 million on March 31,
2010, look manageable. The management team has advised us that it is the group's intent to maintain at all times a

minimum liquidity of €2.3 billion, excluding availability in credit lines.

Outlook

The negative outlook reflects our view that Lufthansa's credit profile is likely to remain weak for the rating category
in the near term, with the financial profile constrained by a still weak trading environment. Although the economic
outlook is uncertain, we factor into our ratings a slow and fragile recovery for the European airline industry in
2010, and anticipate that the company's financial profile will improve slightly with the ratio of FFO to adjusted
debt increasing to about 25% by the end of 2010, which is commensurate with the current ratings.

A key support to Lufthansa's performance will come from the group's Climb 2011 cost-savings program. Failure to
satisfactorily adapt the cost base in line with management's plans, a further deterioration in operating performance,

or a rise in adjusted debt levels could lead to downward pressure on the ratings.

A sustained improvement in industry conditions, along with an improved trading performance from Lufthansa that
returned key credit ratios to levels we view as commensurate with the ratings, could result in the outlook being
revised to stable.

Related Criteria And Research

¢ Criteria Methodology: Business Risk/Financial Risk Matrix Expanded, May 27, 2009
* Key Credit Factors: Business And Financial Risks In The Airline Industry, Sept. 18, 2008

Additional Contact:
Industrial Ratings Europe; CorporateFinanceEurope@standardandpoors.com

Additional Contact:

www.standardandpoors.com 3

© Standard & Poor's. All rights reserved. No reprint or dissemination without Standard & Poor’s permission. See Terms of Use/Disclaimer on the last page.



Summary: Deutsche Lufthansa AG

Industrial Ratings Europe; CorporateFinanceEurope@standardandpoors.com

Standard & Poor’s | Research | July 20,2010 4

© Standard & Poor's. All rights reserved. No reprint or dissemination without Standard & Poor’s permission. See Terms of Use/Disclaimer on the last page.



Copyright © 2010 by Standard & Poor's Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc.All rights reserved.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. S&P’s opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and

www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

The McGraw-Hill companies

www.standardandpoors.com 5



	Research:
	Rationale
	Key business and profitability developments
	Key cash flow and capital-structure developments
	Short-term credit factors

	Outlook
	Related Criteria And Research


